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Independent Auditors’ Report

Board of Road Commissioners
for the County of Genesee
Flint, Michigan

We have audited the financial statements of the governmental activities and the major fund of the Road Commission
for the County of Genesee, a component unit of Genesee County, as of September 30, 2004 and for the year then
ended, which collectively comprise the Road Commission’s basic financial statements as listed in the table of
contents. These financial statements are the responsibility of the Road Commission’s management. Our
responsibility is to express an opinion on these component unit basic financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of America.
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the
component unit financial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the component unit financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as evaluating the
overall component unit financial statement presentation. We believe that our audit provides a reasonable basis for
our opinion.

In our opinion, the component unit financial statements referred to above present fairly, in all material respects, the
financial position of the Road Commission at September 30, 2004, and the results of its operations for the year then
ended, in conformity with accounting principles generally accepted in the United States of America.

Management’s Discussion and Analysis and information in the required supplemental information section are not a
required part of the basic financial statements, but are supplementary information the Governmental Accounting
Standards Board requires. We applied limited procedures, consisting principally of inquiries of management
regarding the methods of measurement and presentation of the supplementary information. However, we did not
audit the information and express no opinion thereon.

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively comprise
the Road Commission’s basic financial statements. The financial statements in the “other financial information”
section are presented for purposes of additional analysis and are not a required part of the basic financial statements.
The statements have been subjected to auditing procedures applied in the audit of the basic financial statements, and
in our opinion, are fairly stated in all material respects to the basic financial statements taken as a whole.

BKrR Dupwss ¢ Kol
Certified Public Accountants
Flint Office

March 5, 2005
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Genesee County Road Commission
Management Discussion and Analysis
September 30, 2004

Our discussion and analysis of Genesee County Road Commission’s financial performance provides an overview
of the Road Commission’s financial activities for the calendar year ended September 30, 2004. This annual report
consists of a series of financial statements. The Statement of Net Assets and the Statement of Activities provide
information about the activities of the Road Commission and present a long-term view of the Road Commission’s
finances. Fund statements tell how these services were financed in the short-term, as well as what remains for
future spending. Fund financial statements also report the Road Commission’s operations in more detail than the
government-wide financial statements.

Overview of the Financial Statements

This annual report consists of four parts — management’s discussion and analysis (this section), the basic financial
statements, required supplementary information, and an additional section that presents the operating fund broken
down between primary, local and county funds. The basic financial statements include two kinds of statements
that present different views of the Road Commission:

o The first two statements are government-wide financial statements that provide both long-term and short-
term information about the Road Commission’s overall financial status. These statements report information
about the Road Commission as a whole using accounting methods similar to those used by private-sector
companies. The Statement of Net Assets includes all of the government’s assets and liabilities. All of the
current year’s revenues and expenses are accounted for in the Statement of Activities regardless of when
cash is received or paid. The two government-wide statements report the Road Commission’s net assets and
how they have changed. ‘“Net assets” is the difference between the assets and liabilities — this is one way to
measure the Road Commission’s financial health or position.

o The remaining statements are fund financial statements that focus on individual funds; reporting the
operations in more detail than the government-wide statements.

Reporting the Commission as a Whole

Government-Wide Statements

The Statement of Net Assets and the Statement of Activities report information about the Road Commission, as a
whole and about its activities in a way that helps answer the question of whether the Road Commission, as a
whole, is better off or worse off as a result of the year’s activities. The Statement of Net Assets includes all of the
Road Commission’s assets and liabilities using the accrual basis of accounting, which is similar to the accounting
method used by most private-sector companies. All of the current year’s revenues and expenses are accounted for
in the Statement of Activities regardless of when cash is received or paid.

The two statements, mentioned above, report the Road Commission’s net assets and the changes in them. The
reader can think of the Road Commission’s net assets (the difference between assets and liabilities) as one way to
measure the Road Commission’s financial health or financial position. Over time, increases or decreases in the
Road Commission’s net assets are one indicator of whether its financial health is improving or deteriorating,
respectively. To assess the overall health of the Road Commission, additional non-financial factors such as
changes in the county’s property tax base, the condition of the Road Commission’s roads, and changes in the law
related to the gas taxes and its distribution need to be considered.

Fund Financial Statements

The Road Commission currently has only one fund, the General Operating Fund. All of the Road Commission’s
activities are accounted for in this fund. The General Operating Fund is a governmental fund type.
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Governmental funds focus on how money flows into and out of this fund and the balances left at year end that are
available for spending. This fund is reported using an accounting method called modified accrual accounting,
which measures cash and all other financial assets that can readily be converted to cash. The governmental fund
statements provide a detailed short-term view of the Road Commission’s general governmental operations and the
basic service it provides. Governmental fund information helps the reader to determine whether there are more or
fewer financial resources that can be spent in the near future to finance the Road Commission’s services. We
describe the relationship (or differences) between governmental activities (reported in the Statement of Net Assets
and the Statement of Activities) and the governmental fund in a reconciliation following the fund financial
statements.

Financial Analysis of the Road Commission as a Whole

The Road Commission’s net assets increased approximately 18% or $14,343,991, from $80,078,358 to
$94,422,349 for the year ended September 30, 2004. The net assets and change in net assets are summarized
below.

Net Assets

Restricted net assets are those net assets that have constraints placed on them by either: a) externally imposed by
creditors, grantors, contributors, or laws or regulations of other governments; or b) imposed by law through
constitutional provisions or enabling legislation. Enabling legislation authorizes the government to assess, levy,
charge, or otherwise mandate payment of resources and includes a legally enforceable requirement that those
resources be used only for the specific purpose stipulated in the legislation. As such, all assets (except for assets
invested in capital assets, net of related debt) are considered restricted.

The restricted net assets increased by $3,621,820 during 2004. The primary reason for the increase was an
increase in federal and state support for road projects.

The investment in capital assets net of related debt increased by $10,331,611. The increase in net assets is
primarily the result of recording the $10,946,342 of infrastructure improvements made during the year. The
depreciation for the current year’s infrastructure additions will be provided for in future years.

Net Assets
Governmental Activities
2004 2003
Assets
Current and other assets $ 56,336,804 $ 53,173,049
Capital assets 46,755,771 37.281.285
Total assets 103.092,581 90.454.334
Liabilities
Long-term debt outstanding 3,765,617 4,519,061
Other liabilities 4,904,615 5,856,915
Total liabilities 8.670.232 10,375.976
Net assets
Invested in capital assets 41,738,963 31,407,352
Restricted for:
Road expenditures 47,284,303 43,632,483
Unrestricted 5.399.083 5,008.523
Total net assets $94422340  $80,078,358

3-



Changes in Net Assets

2004 2003

Revenues

Federal sources $ 3,138,327 $ 7,093,035

State sources 24,470,114 22,930,254

Local sources 3,695,393 3,516,742

Other revenues 7.807,323 6,465,234
Total revenues $39,111,157 _$40,005,265
Expenses

Maintenance $19,541,542 $17,256,753

Equipment (net) 1,389,628 1,676,921

Administrative 2,949,183 2,678,873

Other 618,878 386,874

Interest 267,935 320,094
Total expenses 24,767,166 22,319,515
Change in Net Assets $14,343,991 $17,685,750

Road Fund Highlights

The Road Commission’s General Operating Fund is used to control the expenditures of Michigan Transportation
Fund monies distributed to the county which are earmarked by law for road and highway purposes.

For the year ended September 30, 2004, the fund balance of the General Operating Fund increased $4,612,946 as
compared to a decrease of $405,140 in the fund balance for the year ended September 30, 2003. Total revenues
were $39,128,415, a decrease of $1,419,785 as compared to the previous year. This change in revenues resulted
primarily from a decrease in federal surface transportation funds and federal high priority funds. There was also
an increase in Michigan Transportation Funds caused by changes in the State of Michigan’s interdepartmental
grants and a change in the trailer tax. Total expenditures were $35,338,389, a decrease of $6,078,727 as
compared to the previous year. This change in expenditures is due primarily to a decrease in heavy maintenance
projects in the amount of $7,198,656.

Budgetary Highlights

Genesee County Road Commission’s budget is a dynamic document. Prior to the beginning of any year, the Road
Commission’s budget is compiled based upon certain assumptions and facts available at that time. During the
year, the Road Commission Board acts to amend its budget to reflect changes in these original assumptions, facts
and/or economic conditions that were unknown at the time the original budget was compiled. In addition, the
board reviews and authorizes large expenditures when requested throughout the year.

The final amended revenue budget for 2004 was $45,262,206, lower than the original budget primarily due to
projections for federal, state, and locally funded road projects that were delayed for various reasons. The actual
revenue recognized durmg 2004 was more than the final amended budget by $130,156. There were four
unfavorable variances in revenue line-items.

The final amended expenditure budget for 2004 was $42,775,176, lower than the original budget primarily due to
projections for federal, state, and locally funded road projects that were delayed for various reasons. The actual
expenditures recognized during 2004 were less than the final amended budget by $1,995,760. There were no
unfavorable variances in any expenditure line-items.



Capital Asset and Debt Administration

Capital Assets

As of September 30, 2004, the Road Commission had $46,755,777 invested in capital assets as follows:

2004 2003
Land and improvements $ 882,242 $ 882,242
Buildings and improvements 7,625,996 7,312,241
Road equipment 18,909,759 18,090,504
Other equipment 2,207,017 2,199,506
Infrastructure 40,040,712 29,094,370
Construction in progress - 26,058

Depletable assets 1.210 1,210
Total capital assets 69,666,936 57,606,131
Accumulated depreciation ) (22.911,159) (20,324,847)
Net capital assets $ 46,755,777 $ 37,281,284

Current year's major additions included the following:

Road equipment $ 2,610,643

Infrastructure - roads 10,914,451
Debt Highlights

At the year end, the Road Commission had $5,016,814 in bonds and installment purchase agreements versus
$5,873,933 in the previous year, a decrease of 15%.

During 2004, the only new debt was a capital lease in the amount of $562,920. The Road Commission paid off
one bond agreement during 2004.

Other obligations include accrued vacation pay and sick leave. More detailed information about the Road
Commission’s long-term liabilities are presented in notes to the financial statements.

Economic Factors and Next Year’s Budget

The Board of County Road Commissioners considered many factors when setting the fiscal year 2005 budget.
One of the factors is the economy. Unfavorable economic conditions may affect crude oil prices, which could
impact the Road Commission’s cost of fuel as well as material costs for maintenance projects. The Road
Commission derives approximately 60% of its revenues from the fuel tax collected. Using Michigan Department

of Transportation projections, it is estimated that the Road Commission will receive 3% less in 2005 compared to
2004.

The board realizes, and the reader should understand, that there are not sufficient funds available to repair and/or
rebuild every road in Genesee County’s transportation system. Therefore, the board attempts to spend the public’s
money wisely and equitably, and in the best interest of the motoring public and the citizens of Genesee County.



Contacting the Road Commission’s Financial Management

This financial report is designed to provide the motoring public, citizens and other interested parties a general
overview of the Road Commission’s finances and to show the Road Commission’s accountability for the money it
receives. If you have any questions about this report or need additional financial information, contact the Director

of Finance, Genesee County Road Commission, at 211 W. Oakley St., Flint, Michigan 48503 or visit us on the
Internet at www.gcrc.org.



Genesee County Road Commission
Statement of Net Assets
September 30, 2004

Assets

Cash and cash equivalents:
Unrestricted
Restricted-escrow.

Receivables:

Accounts

Special assessments:
Regular
Special projects

Due from other governments:
Michigan Transportation Fund
State Trunkline maintenance
State Transportation Department-other
Township road agreements
Other

Inventory:

Road materials
Equipment materials
Surplus property

Prepaid items

Capital assets (net of accumulated depreciation):
Land and improvements
Buildings
Equipment
Depletable assets
Infrastructure-roads
Infrastructure-bridges
Accumulated depreciation

Net capital assets

Total assets

See notes to financial statements. -7-

$ 43,364,067
708,643

343,863

3,297,043
711,875

3,941,200
271,077
1,257,179
1,212,752
92,593

886,186
235,679
162
14,485

56,336,804

882,242
7,625,996
21,116,776
1,210
38,479,304
1,561,408
(22,911,159)

46,755,777

$ 103,092,581




Liabilities

Current liabilities:
Accounts payable
Other accrued liabilities
Payable from restricted assets:
Deposits - escrow
Advances - State of Michigan
- Other
Due to other governments
Deferred revenue
Bonds payable - due within one year
Installment purchase agreements payable - due within one year

Non current liabilities: :
Bonds payable - due within more than one year
Installment purchase agreements payable -
due within more than one year

Total liabilities

Net Assets:
Invested in capital assets (net of related debt)
Restricted for:
Primary road expenditures
Local road expenditures
Self insurance
Unrestricted

Total net assets

1,313,254
671,468

708,643
441,954
51,052
35,047
432,000
1,085,000
166,197

3,330,000
435,617

8,670,232

41,738,963

45,934,631
661,649
688,023

5,399,083

$ 94,422,349




Genesee County Road Commission
Statement of Activities
For the Year Ended September 30, 2004

Program expenses:
Primary Road Maintenance
Local Road Maintenance
State trunkline
Equipment Expense-net
Administrative Expense-net
Other
Interest on long term debt

Total program expenses
Program revenues:
License and permits
Federal grants
State grants
Contributions from local government
Charges for services
Investment earnings
Total program revenues:
Net program revenues:
General revenues:
Miscellaneous
Gain on sale of capital assets
Transfers in - Primary government
Total general revenues and transfers in

Change in net assets

Net assets:
Beginning of year

End of year

See notes to financial statements.

$

6,902,957
7,824,407
4,814,178
1,389,628
2,949,183
618,878 -
267,935

24,767,166

339,462
3,138,327
24,470,114
3,695,393
5,650,804
653,363

37,947,463

13,180,297

566,570
337,124
260,000

1,163,694

14,343,991

80,078,358

$ 94,422,349




Genesee County Road Commission

Balance Sheet
Governmental Fund- General Operating Fund
September 30, 2004
Assets
Cash and cash equivalents:
Unrestricted $ 43,364,067
Restricted - escrow 708,643
Receivables:
Accounts 343,863
Special assessments:
Regular 3,297,043
Special projects 711,875
Due from other governments:
Michigan Transportation Fund 3,941,200
State Trunkline maintenance 271,077
State Transportation
Department - other 1,257,179
Township road agreements 1,212,752
Other 92,593
Inventory:
Road materials 886,186
Equipment materials 235,679
Surplus property 162
Prepaid items 14,485
Total assets $ 56,336,804

See notes to financial statements.
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Liabilities

Accounts payable
Other accrued liabilities
Payable from restricted assets:
Deposits - escrow
Advances - State of Michigan
- Other
Due to other governments
Deferred revenue -
Special assessments
Project escrow

Total liabilities
Equity and Other Credits

Fund balance:
Reserved:
Prepaid items
Inventory
Unreserved:
Designated for:

Primary road expenditures

Local road expenditures

Designated for self insurance

Undesignated

Total equity and other credits

Total liabilities, equity, and

other credits

Amounts reported for governmental activities in the
statement of net assets are different because:
Fund balance reported- Governmental Fund

Capital assets used in governmental activities are not financial resources
and, therefore, are not reported in the funds.

Other long-term assets are not available to pay for current-period
expenditures and, therefore, are deferred in the funds

Accrued liabilities

Long-term liabilities, including bonds payable, are not due and payable
in the current period and therefore are not reported in the funds

Net assets of governmental activities

1,313,254
348,158

708,643
441,954
51,052
35,047

4,008,918
432,000

7,339,026

14,485
1,122,027

45,934,631
661,649
688,023
576,963

48,997,778

56,336,804

48,997,778
46,755,776

4,008,918
(323,309)

(5,016,814)

94,422,349




Genesee County Road Commission
General Fund
Statement of Revenues, Expenditures, and Changes in Fund Balance
For the Year Ended September 30, 2004

Revenues:
Permits 339,462
Intergovernmental -
Federal sources 3,138,327
State sources 24,470,114
Local sources 3,695,393
Charges for services 5,650,804
Interest and rents 653,363
Other 1,180,952
Total revenues 39,128,415
Expenditures:
Current -
Construction 1,057,252
Heavy maintenance 10,052,674
Maintenance 12,184,166
State trunkline 4,814,178
Equipment - net 1,384,462
Administrative 2,921,407
Other 618,878
Capital outlay - net 617,398
Debit service 1,687,974
Total expenditures 35,338,389
Excess of revenues over expenditures 3,790,026
Other financing sources:
County appropriation 260,000
Capital lease proceeds 562,920
Total other financing sources 822,920
Excess of revenues and other sources
over expenditures 4,612,946
Fund balance - beginning of year 44,384,832
Fund balance - end of year 48,997,778

See notes to financial statements.
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Genesee County Road Commission
Reconciliation of the Statement of Revenues,
Expenditures, and Changes in Fund Balances of Governmental Funds
For the Year Ended September 30, 2004

Amounts reported for governmental activities in the statement of activities (page 5) are
different because:

Net change in fund balances - total governmental funds (page 8)

Governmental funds report capital outlays as expenditures. However, in the statement
of activities the costs of those assets is allocated over their estimated useful lives and
reported as depreciation expense. This is the amount by which capital outlays exceeded
depreciation in the current period.

The effect of expenses for accrued expenses

The effect of revenues on the modified accrual basis in the combined statement of revenues
to do not provide current financial resources.

The issuance of long-term debt (e.g. bonds, leases) provides current financial resources
to the governmental funds, while the repayment of the principal of Jong-term debt
consumes the current financial resources of the governmental funds. Neither transaction,
however, has any effect on net assets.

This amount is the net effect of these differences in the treatment of long-term debt

and related items.

Change in net assets of governmental activities (page 5)

See notes to financial statements.
-13-

$ 4,612,946

9,474,493

(323,309)

(277,258)

857,119

$14,343,991



Genesee County Road Commission
Notes to Financial Statements
September 30, 2004

Summary of significant accounting policies

The accounting policies of the Genesee County Road Fund conform to accounting principles generally accepted
in the United States of America (GAAP) as applicable to governmental Units. The following is a summary of the
significant accounting policies used by the Road Commission.

Effective October 1, 2001, the Road Commission implemented the provision of GASB Statement No. 34, Basic
Financial Statements and Management’s Discussion and Analysis for State and Local Governments. Certain of -
the significant changes in the statements include the following:

e A Management Discussion and Analysis (MD & A) section providing an analysis of the Road Commission’s
overall financial position and results of operations has been included with the financial statements.

e Financial statements prepared using full accrual accounting for all of the Road Commission’s activities,
including infrastructure (roads, bridges, etc).

¢ A change in the fund financial statements to focus on major funds.

These and other changes are reflected in the accompanying financial statements (including the notes to the
financial statements).

A. Reporting entit

The Road Commission, which is established pursuant to the County Road Law (MCL 224.1), is governed by
a 3 member Board of County Road Commissioners appointed by the Genesee County Board of
Commissioners. The Road Commission may not issue debt without the Genesee County’s approval and
property tax levies are subject to County Board of Commissioners’ approval.

The criteria established by the Governmental Accounting Standards Board (GASB) Statement No. 14, “The
Financial Reporting Entity,” for determining the reporting entity includes oversight responsibility, fiscal
dependency and whether the financial statements would be misleading if the component unit data were not
included. Based on the above criteria, these financial statements present the Genesee County Road
Commission, a discretely presented component unit of Genesee County.

The Road Commission Operating Fund is used to control the expenditures of Michigan Transportation Fund
moneys distributed to the County, which are earmarked by law for street and highway purposes. The Board

of County Road Commissioners is responsible for the administration of the Road Commission Operating
Fund.

B. Government-wide and fund financial statements

The government-wide financial statements (i.e., the statement of net assets and the statement of changes in
net assets) report information on all of the activities of the Road Commission. There is only one fund
reported in the government-wide financial statements.

The statement of net assets presents the Road Commission’s assets and liabilities with the difference being
reported as either invested in capital assets, net of related debt, or restricted net assets.

-14-



1.

Genesee County Road Commission
Notes to Financial Statements
September 30, 2004

Summary of significant accounting policies — (continued)

B.

D.

Government-wide and fund financial statements — (continued)

The statement of activities demonstrates the degree to which the direct expenses of a given function or
segment are offset by program revenues. Direct expense is those that are clearly identifiable with a specific
function or segment. Program revenues include: (1) charges to customers or applicants who purchase, use, or
directly benefit from goods, services, or privileges provided by a given function or segment; and (2) grants
and contributions that are restricted to meeting the operational or capital requirements of a particular function
or segment. Taxes, if any and other items not properly included among program revenues are reported
instead as general revenue.

Separate financial statements are provided for the operating fund (governmental fund). The operating fund is
an independent fiscal and accounting entity with a self-balancing set of accounts. Fund accounting segregates
funds according to their intended purpose and is used to aid management in demonstrating compliance with
finance-related legal and contractual provision. Major individual governmental funds are reported as separate
columns in the fund financial statements.

Measurement focus, basis of accounting and financial statement presentation

The government-wide financial statements are reported using the economic resources measurement focus and
the accrual basis of accounting. Revenue is recorded when earned and expenses are recorded when a liability
is incurred, regardless of the timing of related cash flows. Grants and similar items are recognized as revenue
as soon as all eligibility requirements imposed by the provider have been met.

Governmental fund financial statements are reported using the current financial resources measurement focus
and the modified accrual basis of accounting. Revenue is recognized as soon as it is both measurable and
available. Revenue is considered to be available if it is collected within the current period or soon enough
thereafter to pay liabilities of the current period. Expenditures generally are recorded when a liability is
incurred, as under accrual accounting. However, debt service expenditures, as well as expenditures related to
compensated absences and claims and judgments, are recorded only when payment is due.

Michigan transportation funds, grants, permits, township contributions and interest associated with the current
fiscal period are all considered to be susceptible to accrual and have been recognized as revenue of the current
fiscal period. All other revenue items are considered to be available only when cash is received by the
government.

Assets. liabilities, and net assets or equity

Cash, cash equivalents, and investments:
Cash and cash equivalents are considered to be cash on hand, demand deposits, and short-term
investments with a maturity of three months or less when acquired. Investments are stated at fair value.
Fair value is determined based on quoted market prices.

-15-
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Genesee County Road Commission
Notes to Financial Statements
September 30, 2004

Summary of significant accounting policies — (continued)

D. Assets, liabilities, and net assets or equity — (continued)

Inventories:

Inventories are priced at costs as determined on the average unit cost method. Inventory 1tems are
charged to road construction and maintenance, equipment repairs, and operations as used.

Prepaid expenses:

Certain payments to vendors reflect costs applicable to future fiscal years and are recorded as prepaid
expense in both government-wide and fund financial statements.

Capital assets:

Capital assets, which include property, plan, equipment, infrastructure assets (e.g., roads, bridges, and
similar items), are reported in the operating fund in the government-wide financial statements. Capital
assets are defined by the Road Commission as assets with an initial individual cost of more than $5,000
and an estimated useful life in excess of two years. Such assets are recorded at historical cost or
estimated historical cost of purchase or constructed. Donated capital assets are recorded at estimated fair
market value at the date of donation.

GASB Statement 34 requires major networks and major subsystems of infrastructure assets acquired,
donated, constructed, or substantially rehabilitated since fiscal years ending after June 30, 1980 be
inventoried and capitalized by the fourth anniversary of the mandated date of adoption of the other
provisions of GASB Statement No. 34. The Genesee County Road Commission has capitalized the
current year’s infrastructure, as required by GASB Statement 34, and has reported the infrastructure in
the statement of net assets. The Road Commission will retroactively capitalize the major infrastructure
assets on or before September 30, 2004, as permitted by GASB Statement No. 34.

Depreciation:

Depreciation is computed on the straight-line method for all assets. The deprecatlon rates are designed to
amomze the cost of the assets over their estimated useful lives as follows:

Building 30 to 50 years
Road equipment 5 to 8 years
Shop equipment 10 years
Engineering department 4 to 10 years
Office equipment 4 to 10 years
Infrastructure — roads - 81030 years
Infrastructure — bridges 12 to 50 years

Long-term obligations:

In the government-wide financial statements, long-term debt and other long-term obligations are reported
as liabilities in the operating fund statement of net assets.
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Genesee County Road Commission
Notes to Financial Statements
September 30, 2004

1. Summary of significant accounting policies — (continued)

D. Assets, liabilities, and net assets or equity — (continued)

Compensated absences (vacation and sick leave):
In accordance with contracts negotiated with the various employee groups of the Road Commission,
individual employees have a vested right upon termination of employment to receive payments for
unused personal leave and vacation under formulas and conditions specified in the contracts.

As a result, it is the Road Commission’s policy to permit employees to accumulate earned but unused
personal and vacation pay benefits. All personal and vacation pay is accrued when incurred in the
government-wide financial statements. A liability for these amounts is reported in governmental funds
only for employee termination as of year-end.

2. Stewardship, compliance and accountability

Budgetary procedures:
The Road Commission Manager/Director prepares from data submitted by the administrative staff a proposed
operating budget for the fiscal year commencing October 1. The operating budget includes proposed
expenditures and resources to finance them.

Prior to September 30, the proposed budget is presented to the Board of County Road Commissioners. The
Board holds a public hearing and may add to, subtract from or change appropriations. The budget is then
legally enacted through passage of a Board of County Road Commissioners Resolution. All amendments to
the budget must have direct approval of the Board of County Road Commissioners.

The Road Commission’s approved budget was adopted by departments for expenditures. This is the legally
enacted level under the State of Michigan Uniform Budgeting and Accounting Act.

The departmental budget does not recognize revenues or expenditures in the accounting reporting format
recommended by the Uniform Accounting Procedure Manual for Michigan County Road Commissions in
that bond proceeds are not classified separately from revenues as other financing sources and expenditures
are not classified separately as current, capital outlay and debt service. Also, the departmental budget does
not recognize revenue credits as offsets against expenditures but, recognizes the amounts as revenue; and
depreciation or depreciation credit is not recognized.

Michigan Public Act 621 of 1978, Section 18(1), as amended, provides that a governmental unit shall not
incur expenditures in excess of the amount appropriated. The Road Commission complied with this
requirement as reported on the Statement of Revenue, Expenditures and Changes in Fund Balance - Budget
and Actual.

Budget violations:
Public Act 621 of 1978, as amended, requires budget amendments as needed to prevent actual expenditures
from exceeding those provided for the budget. There were no budget violations for the year ended
September 30, 2004.
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Genesee County Road Commission
Notes to Financial Statements
September 30, 2004

3. Cash deposits and investments

Deposits:
The Road commission’s deposits consist of various checking and savings accounts and certificate of deposits.
At year end, the carrying amount of the Road Commission’s deposits was $35,378,414, excluding petty cash
of $400 and the bank balance was $36,305,126. Of the bank balances $200,000 was covered by federal
depository insurance. The rest of the bank balance, or $36,105,126 was not insured or collateralized.

Investments:
State statutes authorize the Road Commission to invest in obligations of the U.S. Treasury and U.S. agencies,
deposit agreements with federal insured financial institutions within the State of Michigan, high grade
commercial paper, repurchase obligations of the U.S. Government and U.S. agencies, banker’s acceptance of
U.S. banks, and mutual funds comprised of the above authorized investments. The Road Commission has
adopted the above as its investment policy ad additionally approved the following as authorized depository.

Michigan Compiled Laws, Section 129.91, authorized the Road Commission to deposit and invest in the accounts
of federally insured banks, credit union, and savings and loan associations; bonds, securities, and other direct
obligations of the United States, or any agency or instrumentality of the United States; United States government
or federal agency obligation repurchase agreements; banker’s acceptance of United States banks; commercial
paper rated within the two highest classifications, which mature not more than 270 days after the date purchase;
obligations of the State of Michigan or its political subdivisions which are rated as investment grade; and mutual
funds composed of investment vehicles which are legal for direct investment by local units of government in
Michigan. Financial institutions eligible for deposit of public funds must maintain an office in Michigan.

The Road Commission has adopted the above as its investment policy, which is in accordance with the provisions
of Public Act 196 of 1997.

The Road Commission’s investments are categorized below to give an indication of the level of risk assumed by
the entity.

Investments are categorized into these three categories of credit risk:

(1) Insured or registered, or securities held by the government or its agent in the government’s name.

(2) Uninsured and unregistered, with securities held by the counterparty’s trust department or agent in the
government’s name.

(3) Uninsured and unregistered, with securities held by the counterparty, or by its trust department or agent, but
not in the government’s name.

The GASB Statement No. 3 risk disclosures for the Road Commission’s investments are as follows:

Category Reported Amount
1 2 3 Fair Value
Sweep Account/
Repurchase Agreements $ - $ - $8.693.896 $8.693.896
Total $ -0- $ -0 $8,693,896 $8.693,896
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Genesee County Road Commission
Notes to Financial Statements
September 30, 2004

4. Capital assets

Capital asset activity of the Genesee County Road Commission for the current year was as follows:

Balance Balance
10-01-03 Additions Deletions 9-30-04
Capital assets not being depreciated:
Land $ 478,816 $ - $ - $ 478816
Construction in progress 26,058 - 26,058 -
Depletable assets 1,210 - - 1,210
Subtotal 506.084 - 26,058 480,026
Capital assets being depreciated:
Land improvements 403,426 - - $ 403,426
Buildings and improvements 7,312,241 313,755 - 7,625,996
Road equipment 18,090,504 2,610,643 1,791,388 18,909,759
Shop equipment 422,274 34,864 14,079 443,059
Engineering equipment 102,746 - - 102,746
Yard and storage equipment 498,964 - - 498,964
Office equipment 1,162,114 55,162 68,436 1,148,840
Lab equipment 13,408 - - 13,408
Infrastructure — roads 27,564,853 10,914,451 - 38,479,304
Infrastructure — bridges 1,529,517 31,891 - 1,561,408
Subtotal 57,100,047 13,960,76 1,873,903 69,186,910
Less Accumulated depreciation:
Land improvements 98,191 20,883 - 119,074
Buildings and improvements 3,153,757 355,692 - 3,509,449
Road equipment 13,523,735 1,958,504 1,774,208 13,708,031
Shop equipment 290,466 19,230 14,079 295,617
Engineers’ equipment 71,700 3,836 - 81,536
Yard and storage equipment 489,380 2,255 - 491,635
Office equipment 739,963 96,212 68,436 761,739
Lab equipment 13,408 - - 13,408
Infrastructure — roads 1,838,449 1,923,966 - 3,762,415
Infrastructure — bridges 99,798 62,457 - 162,255
Subtotal 20,324,847 4.443.035 1,856,723 22,911,159
Net capital assets being depreciated 36,775,200 9,517,731 17,180 46,275,752
Total net capital assets $37,281284  $ 9,517,731 $ 43238 $46,755.777
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Genesee County Road Commission
Notes to Financial Statements

September 30, 2004
4. Capital assets — (continued)

Depreciation expense:
Land improvements $ 2083
Buildings and improvements 355,692
Road equipment 958,504
Shop equipment 19,230
Engineers’ equipment 3,836
Yard and storage 2,255
Office equipment 96,212
Lab equipment -
Infrastructure - roads 1,923,966
Infrastructure — bridges 62,457

Total 4,44

Depreciation expense was charged to programs of the Genesee County Road Commission as follows:

Primary road maintenance $2,341,313
Local road maintenance 1,986,265
Equipment - net 19,245

Administrative

96212

Total depreciation expense 4. 44

5. Long-term debt

The Road Commission has the following governmental activity long-term debt outstanding at September 30,
2004:

Balance Balance
October 1, September 30,
2003 Additions Reductions 2004
MTF notes $5,590,000 $ - $(1,175,000) $4,415,000
Capital leases 283,933 562,920 (245.039) 601,814
873 420 4

General obligations bonds and loans payable:

The outstanding bonds and notes payable at September 30, 2004, and matured interest thereon, are payable to
the State of Michigan from the proceeds of state-collected taxes returned to the Road Commission as Act 51
monies. In the case of default, the state treasurer is authorized to withhold future disbursements of Act 51
monies due the Road Commission until the defaulted payments are recovered by the state.

For the Michigan Transportation Fund notes, special assessments have also been levied on specific properties

abutting certain road improvements. The collection of the assessments have been pledged as additional
security for the payment of the bonds.
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Genesee County Road Commission
Notes to Financial Statements
September 30, 2004

5. Long-term debt — (continued)

Significant details regarding the long-term debt are as follows:
Annual Outstanding Due

Principal Balance Within
Obligation Final Interest Rate Payment September 30, One
Payable Payment Due or Range or Range 2004 Year
Michigan Transportation
Fund notes:

1995 Issue August 1, 2005 4.75- 4.9% $140,000 $ 140,000  $140,000
1996 Issue August 1, 2006 5.125 ~ 95,000 190,000 95,000
1997 Issue August 1, 2007 4385 75,000 225,000 75,000
1998 Issue August 1, 2008 3.80-6.8 445,000 1,780,000 445,000
1999 Issue August 1, 2009 4.55-175 75,000 375,000 75,000
2000 Issue Avugust 1, 2010 45-175 105,000 630,000 105,000
2001 Issue August 1,2011 35-42 125,000 875,000 125,000
2004 Issue August 1, 2012 37-58 25,000 200,000 25,000

Total notes 4,415,000

Capital lease obligation 601,814

—$5.016814
Future debt service requirements on bonds and notes:
Principal Interest Total

Yearended 9-30-2005 $1,085,000 $183,720 $1,268,720

9-30-2006 945,000 138,081 1,083,081

9-30-2007 850,000 98,810 - 948,810

9-30-2008 775,000 63,983 838,983

9-30-2009 330,000 32,625 362,625

9-30-2010 - 9/30/2012 430,000 26,115 456,115

$4.415.000 $543,334 $4,958,334

Interest is payable on all obligations semi-annually.
Principal is paid on an annual basis.

Act 143, Public Acts of State 1943, provides that total bonds and notes outstanding under this act cannot exceed
40% of the sum of the revenues derived from state collected taxes returned to the county for county road purposes
for the last preceding five calendar years and not specifically allocated for other purposes. As of September 30,
2004, the Road Commission is within the statutory limit of Act 143.
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Genesee County Road Commission
Notes to Financial Statements
September 30, 2004

6. Capital leases

The Road Commission has entered into various lease purchase agreements to finance the acquisition of
equipment with capitalized costs totaling $1,008,523. These lease agreements qualify as capital leases for
accounting purposes (agreement provides for either title transfer or bargain purchase option at end of the lease
terms) and, therefore, has been recorded at the present value of future minimum lease payments as of the date of
its inception.

Commitments under this lease agreement provides for minimum annual payments as follows:

Years Ending Principal

September 30, (Present Value) Interest Total
2005 $166,198 $ 22,882 $189,080
2006 68,664 14,559 83,223
2007 68,663 12,220 80,883
2008 70,949 9,933 80,882
2009 73,312 7,570 80,882
2010-2011 154,028 1.7136 161,764
$601.814 $ 74,900 $676,714

7. Employee pension plan

Plan description

The Genesee County Road Commission participates in a contributory multi-employer defined benefit pension
plan (Genesee County Employees Retirement System, also known as GCERS). The GCERS was organized
pursuant to Section 12A of Act 156, Public Acts of 1851 (MSA 5.333(a); MCLA 46.12a), as amended. The
GCERS is regulated under the Genesee County Employees Retirement System Ordinance, the sections of
which have been approved by the state pension commission. The plan includes the following employer
groups: Genesee County general unit, Road Commission, Water and Waste Services, Community Mental
Health, City of Mt. Morris, and the Genesee District Library. GCERS issues a publicly available annual
financial statement that includes financial statements and required supplementary information. Copies of this
report can be obtained by writing to the Genesee County Employees’ Retirement System, 1101 Beach Street,
Flint, Michigan 48502.

The plan covers all eligible full-time employees of the Road Commission. The Road Commission's
membership at December 31, 2003 was comprised of 167 active participants, 220 retirants and beneficiaries,
and 4 inactive but vested people (information regarding the number of active participants, which were fully
or partially vested was not available). In general with some exceptions, all employees are eligible for normal
retirement as follows: ’

- Age 60 with 8 or more years of service
- With 25 or more years of service, regardless of age

Normal retirement benefits for Road Commission employees, other than supervisors, are based on the final
average compensation (FAC) of the highest 3 years out of the total credited service times the sum of 2.4% for
each of the first 25 years of service, plus 1.0% for the years of service in excess of 25 years. The maximum
financed portion is 75% of FAC.
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Genesee County Road Commission
Notes to Financial Statements
September 30, 2004

7. Employee pension plan - (continued)

Plan description - (continued)

Normal retirement benefits for Road Commission supervisors are based on the FAC of the highest 3 years out
of the last 5 years times the sum of 2.4% for the first 25 years of service, and 1% for each year of service in
excess of 25 years.

In addition to the normal retirement provisions, the plan allows for the following retirement provisions at
normal or reduced benefits:

- Early Retirement - At age 55 with 8 years of service

- Deferred Retirement (Vested Benefit) - Any age with 8 or more years of service.
Benefit begins at regular retirement age or age 60.

- Duty Disability Retirement - No age or service requirements. Must be in receipt
of workers' compensation.

- Non-Duty Disability Retirement - 10 or more years of service.

- Duty Death before Retirement - No age or service requirements. Must be in
receipt of workers' compensation.

- Non-Duty Death before Retirement - 15 or more years of service or age 60 with
10 or more years of service.

Funding policy

Covered Road Commission employees are required under the plan and contractual provisions to contribute to
the system between 3.0% and 6.0% of their annual compensation depending on their job classification. The
Road Commission contributions are based on actuarially determined amounts. There were no loans
outstanding from the GCERS to the Road Commission for the year ended December 31, 2003.

The Road Commission forwarded $362,516 of pension contributions withheld from employees during the
year ended September 30, 2004.

Actuarial assumptions

The significant actuarial assumptions used to compute the actuarial accrued liabilities are as follows:

Valuation date December 31, 2003
Actuarial cost method _ Entry-age

Amortization method Level percent of payroll
Remaining amortization period 10 years

Asset valuation method 4 year smoothed market
Investment rate of return 8.0%

Projected salary increases 5.00% to0 9.03%
Includes inflation at 5.00%

Cost of living adjustments (COLA) 3.0% to 4.0%
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Genesee County Road Commission
Notes to Financial Statements
September 30, 2004

7. Employee pension plan - (continued)
Annual pension cost

The Road Commission’s Annual Required Contribution (ARC) and Annual Pension Cost (APC) for the
year ended September 30, 2004 was $1,364,887. All employer contributions made were equal to required
contributions by GCERS. There was no accumulated Net Pension Obligation (NPO) at September 30,
2004. The Annual Pension Cost (APC), percentage of APC contributed, and Net Pension Obligation
(NPO) for the years ended September 30, 2004 - 2002, are summarized as follows:

Actuarial Annual % of Net
Valuation Pension APC Pension
Date Cost (APC) Contributed Obligation
12/31/01 $ 903,090 100% $ -
12/31/02 1,248,102 100 -
12/31/03 1,364,887 100 -

The Net Pension Obligation for the GCERS as a whole is reported within the Comprehensive Annual
" Financial Report of Genesee County. Funding progress specific to the Road Commission employer group
is not available to determine the net pension obligation for the Road Commission group.

The Plan’s Schedule of Funding Progress and Schedule of Employer Contributions can be found in the
Required Supplementary Information section, located at page 21.

8. Federal grants

The Michigan Department of Transportation (MDOT) requires that road commissions report all federal and
state grants pertaining to their county. During the year ended September 30, 2004, the federal aid received and
expended by the Road Commission was $2,679,461 for contracted projects and $458,866 for negotiated
projects. Contracted projects are defined as projects performed by private contractors paid for and
administrated by MDOT (they are included in MDOT’s single audit). Negotiated projects are projects where
the road commissions perform the work and would be subject to single audit requirements if they expended
$500,000 or more negotiated projects. As a result, the Road Commission was not required to have a single
audit for the year ended September 30, 2004.

9. Summary of disclosure of significant contingencies
Contingent liabilities:

The Road Commission participates in a number of agreements with the State of Michigan, by which the Road
Commission receives advances and reimbursements per the agreements. These advances and reimbursements are
subject to audit by the State of Michigan. The amounts, if any, which may have to be paid back to the state
cannot be determined at this time, although the Road Commission expects such amounts, if any, to be immaterial.
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Genesee County Road Commission
Notes to Financial Statements
September 30, 2004

10. Risk management

11.

The Road Commission is self-insured for sick and accident and workers' compensation. The payments for the
respective claims and premiums for insurance to limit liability are charged to expenditures in the General
Operating Fund.

The Road Commission is completely self-insured for sick and accident coverage for employees. Benefits are paid
based on agreements with salaried, hourly, supervisory and exempt employees. The requirements for salaried,
hourly and supervisory employees are that for time lost due to accident, the employee benefits start the first day
of lost time and for illness, the benefits start the eighth calendar day of lost time. Benefits are paid equal to 66-
2/3% of the employees gross wages not to exceed three years for salaried and hourly and eighteen months for
supervisory. The requirements for exempt employees are that employee benefits start the first day of lost time for
both illness, sick and accident, and are paid equal to 100% of the employees gross wage for one week and at 70%
starting the eighth calendar day not to exceed three years. The Road Commission has $688,023 designated to
cover the self-insured liability for sick and accident. Claims are recorded as expenditures on a pay-as-you-go
basis. The amount of incurred but not reported claims has not been determined but management expects any such
amounts, if any, to be immaterial.

The Road Commission is a member of the Michigan County Road Association Workers' Compensation Fund for
workers' compensation self-insurance. This program is administered by a Service Agency which furnishes claims
review and claims processing. There were no amounts to be recorded as a liability for "incurred but not reported”
claims at September 30, 2004.

In addition, the Road Commission is a voluntary member of the Michigan County Road Commission self-
insurance pool. The pool provides loss protection for automobile liability, errors or omissions liability, and all
other bodily injury, property damage, and personal injury liability. The Road Commissions' exposure is limited
to $25,000 per claim. There were no amounts to be recorded as a liability related to "incurred but not reported”
claims at September 30, 2004.

Amount of claims liability at October 1, 2003 $ -
Incurred claims 1,560,533
Payments on claims (1.560,533)
Amount of claims liability at September 30, 2004 $ -0-

Post-employment benefits

The Road Commission provides post-retirement healthcare benefits to substantially all retirees. The benefits are
required to be paid via a contract. The expenditures are recorded on a pay-as-you-go basis. Currently, 218
retirees are eligible to receive the benefits. The expenditures for post-employment healthcare benefits amounted
to $2,223,891.
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Genesee County Road Commission

Statement of Revenues, Expenditures, and Changes in Fund Balance -
Budget and Actual - General Fund

For the Year Ended September 30, 2004

Original Final Variance-
Adopted Amended Favorable
Budget Budget Actual (Unfavorable)
Revenues:
Federal revenues $ 5,676,250 $ 3,180,000 3,138,327 $ (41,673)
Michigan Transportation Fund 22,699,276 24,194,467 24,028,558 (165,909)
State highway funds 3,873,669 5,722,707 6,072,940 350,233
State revenue - urban 5,431,500 515,750 441,556 (74,194)
County raised revenues 4,195,200 4,059,250 3,875,232 (184,018)
Other revenues 10,971,129 7,250,032 7,491,490 241,458
Miscellaneous 175,000 340,000 344,259 4,259
Total revenues 53,022,024 45,262,206 45,392,362 130,156
Expenditures:
Department:
Engineering 1,213,732 1,123,932 1,083,920 40,012
Maintenance 7,804,245 8,585,245 8,357,480 227,765
Trunkline 3,605,276 4,225,451 3,190,105 1,035,346
State Specials 271,221 676,256 587,806 88,450
Equipment 4,911,997 5,173,875 4,995,337 178,538
Traffic Engineering & Permits 2,264,612 1,851,587 1,810,075 41,512
Operations 539,102 521,471 510,854 10,617
Personnel 280,500 256,600 243,753 12,847
Finance 511,828 378,728 368,934 9,794
Commissioners 25,225 20,725 18,931 1,794
Administration 293,529 279,729 261,904 17,825
Information Systems & Planning 299,512 295,411 286,213 9,198
Non-departmental 12,429,040 9,980,166 9,747,149 233,017
Road construction 20,666,000 9,406,000 9,316,955 89,045
Total expenditures 55,115,819 42,775,176 40,779,416 1,995,760
Excess (deficiency) of revenues
over expenditures (2,093,795) 2,487,030 4,612,946 2,125,916
Fund balance - beginning of year 44,384,832 44,384,832 44,384,832 -
Fund balance - end of year $42,291,037 $46,871,862 $ 48,997,778 $2,125,916
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Genesee County Road Commission
Statement of Revenues, Expenditures, and Changes in Fund Balances
General Operating Fund (by Road Fund)
For the Year Ended September 30, 2004

Primary Local County
Road Fund Road Fund  Road Fund Totals
Revenues:
Permits $ - $ 260,780 $ 78,682 $ 339,462
Intergovernmental - .
Federal sources 3,138,327 - - 3,138,327
State sources 18,223,165 6,246,949 - 24,470,114
Local sources 598,286 2,954,223 142,884 3,695,393
Charges for services 5,635,268 - 15,536 5,650,804
Interest and rents 470,701 164,599 18,063 653,363
Other 337,124 829,310 14,518 1,180,952
Total revenues 28,402,871 10,455,861 269,683 39,128,415
Expenditures:
Construction 893,677 163,575 - 1,057,252
Heavy maintenance 6,017,213 4,035,461 - 10,052,674
Maintenance 5,621,686 6,562,480 - 12,184,166
State trunkline 4,814,178 - - 4,814,178
Equipment - net 669,526 548,662 166,274 1,384,462
Administrative 1,571,762 1,349,645 - 2,921,407
Other - - 618,878 618,878
Capital outlay - net 617,398 - - 617,398
Principal retirement 1,175,000 249,375 1,424,375
Interest and fiscal charges 234,934 28,665 263,599
Total expenditures 20,205,440 14,069,757 1,063,192 35,338,389
Excess (deficiency) of
revenues over
expenditures 8,197,431 (3,613,896) (793,509) 3,790,026
Other financing sources (uses):
County appropriation - 260,000 - 260,000
Capital lease proceeds - - 562,920 562,920
Optional transfers (2,741,111 2,741,111 - -
Total other sources (uses) (2,741,111) 3,001,111 562,920 822,920
Excess (deficiency) of
revenues and other sources
over expenditures and
other uses 5,456,320 (612,785) (230,589) 4,612,946
Fund balances - beginning of year 41,558,617 1,299,843 1,526,372 44,384,832
Fund balances - end of year $ 47,014,937 $ 687,058 $1,295,783 $ 48,997,778

See notes to financial statements.
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Genesee County Road Commission
Statements of Revenues and Other Sources
General Operating Fund
For the Year Ended September 30, 2004

Revenues:
Permits

Federal sources -
Federal aid -
Urban including STP
C Funds-Federal
Bridge
Railroad Safety
High Priority

Total federal sources

State sources -
Michigan Transportation Fund
Engineering
Urban roads
Allocation
State Critical Bridge
Economic Development Fund - urban congestion

Total state sources

Local sources -
City and village contributions
Township contributions
Other contributions

Total local sources
Charges for services -
Trunkline maintenance
Trunkline non-maintenance
Salvage sales
Other

Total charges for services

-29.

$ 339,462

1,754,205
463,672
14,740
13,419
892,291

3,138,327

10,000
4,500,054
19,970,376
2,764
(13,080)

24,470,114

648,359
2,946,581
100,453

3,695,393

4,968,149
667,119
9,206
6,330

5,650,804

(continued)




Genesee County Road Commission
Statements of Revenues and Other Sources (continued)
General Operating Fund
For the Year Ended September 30, 2004

Interest and rents -

Interest earned 652,863
Property rental 500
Total interest and rents 653,363
Other -

Special assessments 829,310
Gain on equipment disposal 337,124
Other 14,518
Total other 1,180,952
Total revenues 39,128,415

Other financing sources:
County appropriation 260,000
Capital lease proceeds 562,920
Total other financing sources 822,920
Total revenues and other sources $ 39,951,335
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Genesee County Road Commission
Statements of Expenditures
General Operating Fund
For the Year Ended September 30, 2004

Expenditures:
Construction -
Primary roads and structures $ 893,677
Local roads and structures 163,575
Total construction 1,057,252
Heavy maintenance -
Primary roads and structures 6,017,213
Local roads and structures 3,741,263
Special assessments 294,198
Total heavy maintenance 10,052,674
Maintenance -
Primary roads and structures,
winter and traffic control 5,621,686
Local roads and structures,
winter and traffic control 6,562,480
Total maintenance 12,184,166
State trunkline - ‘
Trunkline 4,147,059
Special 667,119
Total state trunkline 4,814,178
Equipment -
Direct 3,523,370
Indirect 2,200,940
Operating 617,862
Less - equipment rental (4,957,710)
Total equipment 1,384,462
{continued)
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Genesee County Road Commission
Statements of Expenditures (continued)
General Operating Fund
For the Year Ended September 30, 2004

Administrative -
Administration 3,387,542
Less - handling charges (7,565)
- state maintenance overhead (437,672)
- purchase discounts (20,898)
Total administrative 2,921,407
Other - 618,878

Capital outlay -
Land improvements, building

and equipment 2,988,366

Less - depreciation/depletion (2,353,788)

- equipment retirement (17,180)
Total capital outlay 617,398

Debt service -

Principal retirement 1,424,375
Interest and fiscal charges 263,599
Total debt service 1,687,974
Total expenditures $ 35,338,389
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A Professional Corporation
BKR DUPUIS & RYDEN et aes Tvoghout e woid

Financial Services

January 20, 2006

To the Honorable Members of the Board of
The Genesee County Road Commission

We have audited the basic financial statements of the Genesee County Road Commission (Road
Commission) for the year ended September 30, 2004, and have issued our report thereon dated March 5,
2005. Professional standards require that we provide you with the following information related to our
audit.

Our Responsibility under Generally Accepted Auditing Standards

As stated in our engagement letter, our responsibility, as described by professional standards, is to plan
and perform our audit to obtain reasonable, but not absolute, assurance that the financial statements are
free of material misstatement and are fairly presented in accordance with generally accepted accounting
principles. Because of the concept of reasonable assurance and because we did not perform a detailed
examination of all transactions, there is a risk that material errors, irregularities, or illegal acts, including
fraud and defalcations, may exist and not be detected by us.

As part of our audit, we considered the internal control structure of the Road Commission. Such
considerations were solely for the purpose of determining our audit procedures and not to provide any
assurance concerning such internal control structure.

Significant Accounting Policies

Management has the responsibility for selection and use of appropriate accounting policies. In
accordance with the terms of our engagement letter, we will advise management about the
appropriateness of accounting policies and their application. The significant accounting policies used by
the Road Commission are described in Note 1 to the basic financial statements. There were no changes
to the accounting policies or their application during the year ended September 30, 2004. We noted no
transactions for which there is a lack of authoritative guidance or consensus.

Accounting Estimates

Accounting estimates are an integral part of the basic financial statements prepared by management and
are based on management’s knowledge and experience about past and current events and assumptions
about future events. Certain accounting estimates are sensitive because of their significance to the basic
financial statements and because of the possibility that future events affecting them may differ
significantly from those expected. The most sensitive estimates affecting the financial statements were:
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e Management’s estimate of the lives of capital assets used in the Government-Wide financial
statements. We evaluated the lives used and feel that they are reasonable in relation to the
Government-Wide financial statements taken as a whole.

Significant Audit Adjustments

For purposes of this letter, professional standards define a significant audit adjustment as a proposed
correction of the basic financial statements that, in our judgment, may not have been detected except
through our auditing procedures. We proposed no audit adjustments.

Disagreements with Management

For purposes of this letter, professional standards define a disagreement with management as a matter,
whether or not resolved to our satisfaction, concerning a financial accounting, reporting, or auditing
matter that could be significant to the basic financial statements or the auditor’s report. We are pleased
to report that no such disagreements arose during the course of our audit.

Consultations with Other Independent Accountants

In some cases, management may decide to consult with other accountants about auditing and accounting
matters, similar to obtaining a “second opinion” on a certain situation. If a consultation involves
application of an accounting principal to the governmental unit’s basic financial statements or a
determination of the type of auditor’s opinion that may be expressed on those statements, our
professional standards require the consulting accountant to check with us to determine that the consultant
has all the relevant facts. To our knowledge, there were no such consultations with other accountants.

Issues Discussed Prior to Retention of Independent Auditors

We generally discuss a variety of matters, including the application of accounting principles and auditing
standards, with management (primarily the Road Commission’s Controller) each year prior to retention
as the Road Commission auditors. These discussions occurred in the normal course of our professional
relationship and our responses were not a condition to our retention.

Difficulties Encountered in Performing the Audit

We encountered no significant difficulties in dealing with management in performing our audit.

Current Year Comments

Annual Audit

The annual audits of the Road Commission for the years ended September 30, 2002, 2003, and 2004
were not completed and filed with the State within the “180 day after year end” requirement due to
delays in the completion of certain information needed by the audit firm to complete the audit. The
Manager Director and the Board were not aware of the delays due to a breakdown in communications.
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We have discussed the communication gap between the Road Commission’s Manager Director, Board
and the audit firm. The Road Commission has established a formal methodology for communication
between the audit firm and the Board and Manager Director about the status of the audit such that proper
steps can be taken by the Manager Director and the Board to assure completion of all information needed
for the timely completion of the 2005 audit and beyond.

General Bank Account Reconciliation

The delay in the audits as mentioned above was due to the delay in the completion of the bank
reconciliation of the Road Commission’s General Account. We recommend that all bank reconciliations
be done on a timely basis to assure that the Road Commissions general ledger is complete and accurate.

Retroactive Infrastructure Reporting Required by GASB 34

The Road Commission recently adopted the new reporting standard, the Government Accounting
Standards Board Statement No. 34. GASB 34 allows a “phase in” approach to reporting infrastructure
assets (i.e. roads, bridges, etc.). Prospective reporting of infrastructure assets was required for the Road
Commission beginning with the report for the year ended September 30, 2002 and the Road Commission
has complied with the initial requirement of the Standard. GASB 34 also requires governments to
retroactively report all major infrastructure assets that were acquired in fiscal years ending after June 15,
1980 at a designated phase in period. The Road Commission will be required to retroactively report all
major infrastructure assets for the fiscal year beginning after June 15, 2005 (i.e. Road Commission’s
fiscal year ended September 30, 2006) which is the same year as Genesee County (the primary
government) is required to implement the reporting. We recommend that the Finance Director begin to
accumulate the information needed to implement the “retroactive reporting” requirement.

If you have any questions regarding the above recommendation or need assistance in implementing the
requirement please contact us.

BUC Dupues. ¢ R
Certified Public Accountants
Flint Office
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